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Effectiverents improved across most markets a5 leasing activity increased,
vacancy rates continued to decline and new supply remained.quite low. For

the first time since 2008, new rental rates in 2012 exceeded expiring rents

ona GAAP basis by 4.6%. As a result of increased occupancy and rents,

Net Operating Income (NOI) on a same-store basis increased by 5.7% on a
ash basis and 2.8% on a GAAP basis. (

Despite some econiomic headwinds and uncertainty, users of distribution
real estate are making decisions to lease space and upgrade their facilities.
We have experienced steady demand from the consumer goods and
manufacturing sectors, but housing had been {argely absent. For the first
time in years, however, there are signs that the housing industry is starting
to recover, which will have significant benefits for our business.

CONSOUDATED .PE:RATING
F‘ORTFOLIO OCCUPANCY |
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I am pleased to report that our 2012 development results have been
exceptional. For a variety of reasons, including lack of capital-available to
private developers, strong tenant demand for modern Class-A product,
limited new supply and favorable construction costs—we believe there is
aterrific opportunity to create substantial value by developing and leasing
new buildings. : 1

In 2012, we had 9 buildings totaling 2.3 million square feet under
construction. The buildings, located in Chicago, Houston, Miami, Southern
California and Washington, DC, are currently 70% leased, well ahead of our
projections. Most importantly, we are projecting a GAAP return of 7.7% on
the approximately $128 million of capital being invested in these buildings,
substantially in excess of returns that can be realized on stabilized assets.
I other words, we are realizing very profitable absoiute, as well as risk-
adjusted returns; reflecting the unigue value of DCT s development
expertise, market knowledge and strong balance sheet,

Two projects totaling $30 million are expected to break ground in early
2013, with an add tional $100 ~ 170 million of starts projected during

the year. We plan to continue active development over the next several
years, provided we remain confident in the leasing markets, new supply
projections-and our ability to-achieve appropriate risk-adjusted returns.
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s Summit Distribution Building C

Dulles Suririt Distrbution Buldingt.

DCT Commerce Center ot Pan Amierican West (Building B)
SCLAExpansion . . .
Slover Logistics Center |

8th & Vinevard A

Southern California  Inland Empire West

Southern California Inland Empxr@ Wééf

Southern California  Inland Empire West
uth a  Inland Empire W@f»:f ‘.
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In 2012, we invested $338.4 million to acquire 32 buildings comprising
6.2 million square feet. The average first-year yield on our acquisitions
was 6.3%, while the stabilized yield is anticipated to be 7.1%, reflecting
additional upside from further leasing. Our investment focus rémaina on
highly functional distribution assets in infill locations. While the investrment
market is very competitive, the majority of investors still prefer buying
portfolios as well as avoiding near-term leasing risk. As a result, we have
been more focused on buying individual buildings and value-add properties
that allow leasing upside and/or physical renovation opportunities, This
approach, in our view, leverages our market teams’ execution capabilities
and ultimately delivers better investment returns.

Moreover, we continue to concentrate our investments in major distribution
markets, which are characterized by deep tenant and investor demand.
These markets provide the most attractive and consistent returns over
time. Increasing our presence in major coastal markets also remains an
important objective. In 2012, 59% of our acquisitions were located in
coastal markets, and since the beginning of 2010, the percentage of rents
coming from coastal markets has increased from 32% to 43% as a result
of our acquisition efforts and the sale of assets in non-coastal markets.

 Portlbacotiple Portfolio as of 12/31/12
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In 2012, DCT sold $155 million of assets with an additional $41.7 million sold
inthe first two months of 2013. The net proceeds of these sales have been or
will be reinvested in higher-growth assets. In actively managing our portfolio,
we spend a great deal of time evaluating each of our assets and their related
NOI'and cash flow projections, with an eye to selling those assets which,
because of market conditions or asset-specific character‘istiés. are projected
to generate returns and growth below that which we can achieve by recycling
capital into new opportunities. Given the great deal of institutional demand
for high-quality industrial real estate today, | expect that we will continue to
be an active seller in 2013 and beyond.

Another long-terr objective is to reduce the number of markets in which we
operate. While we have been quite successful leasing and managing assets in
all of our markets, the Company and you, our shareholders, are better served
if we focus our people and our capital on fewer markets over time. Since 2011,
we have exited three markets ~ Charlotte, Kansas City, and Minneapolis ~
and, when prudert, we will look for opportunities to exit more markets in 2013
and beyond, \
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DCT’s focus in 2013 will be very consistent with
that of the past several years. We will serve our
customers; manage our portfolio to continue
increasing NOI from our existing assets;
prudently deploy capital into higher-return
developments and acquisitions in our core
markets; and sell lower-growth, lower-quality
assets. In short, we will remain highly focused
onthe basic fundamentals of our business,
which will take talent, discipline, patience and
hard work - qualities that | believe are DCT's
key strengths.

My expectation is that the business and
economic environment will be similar to what
we experienced in 2012 ~ fairly slow growth in
the overall economy, with some improvement
fromthe housing industry and a sustained
willingness on the part of distribution space
tsers to lease space to streamline their supply
chains and reduce costs. As a result, | expect
market occupancy rates and rents will continue
their gradualimprovement in the industrial
sector. Lam also hopefulthat banks and other
capital sources will remain highly disciplinedin
rnaking capital available for new development
so supply remains in check and appropriate
risk premiums remain in place for active
developers and value-add investors like DCT. In
any case; we have built an operating company
and portfolioof distribution assets that not
only delivered strong results in 2012, but also

positions us to grow the Company profitably
and create sh@reho!der value, both now and in
the future.

Our success ih 2012 was due to the talents
and sacrifices of our great team, and | am very
appreciative of their efforts. | am also grateful
for the insights and hard work of our Directors,
especially for their unwavering focus on the
Company's long-term strategy and support in
heiping us achieve our strategic, operational,
and financial goals.

Most importantly, | appreciate our
shareholders’ commitment to DCT. You have
chosen to invest in our Company, and the
nurnber one goal for all of us at DCT is to do

Ceverything we can to make your investment

successful. | am excited about DCT's future
and ook forward to reporting on our continued
success in 2013 and beyond.

Thank you.

Lo

Philip L. Hawkihs
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